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CONFIDENTIAL LONDON 02695 

NOFORN 

E.O. 11652: GDS 
TAGS: ENRGUK 

SUBJECT: NORTH SEA OIL: HMG MAJORITY STATE PARTICIPATION 
AND REFINERY POLCY 

REF: (AB) BONN 2396; (B) LONDON 1399 (NOTAL) 

1 . REFTEL A REPORTED FRG CONCERN OVER HMG PLANS FOR 
MAJORITY STATE PARTICIPATION IN NORTH SEA OIL FIELDS AND 
HMG'S AVOWED INTENTION TO REQUIRE DOMESTIC REFINING OF 
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MAJORITY STATE PARTICIPATION IS BEING REPEATED BY SEPTEL 
FOR YOUR BACKGROUND INFORMATION. IN VIEW OF HIGHLY 
CONFIDENTIAL NATURE OF OUR DISCUSSIONS WITH HMG AND 
INDUSTRY OFFIAIALS AND SENSITIVE POLICY CONSIDERATIONS 
POSED AS A CONSEQUENCE OF PRE-EMINENT POSITION OF U.S. 

OIL COMPANIES AND BANKS INVOLVED IN NORTH SEA DEVELOP- 
MENT, EMBASSY SUGGESTS INFO ADDRESSEES REFRAIN FROM INI- 
TIATING DETAILED DISCUSSION OF PARTICIPATION ISSUE WITH 
FOREIGN GOVERNMENT OR INDUSTRY OFFICIALS. 

2. HMG POLICY REGARDING DOMESTIC REFINING OF NORTH SEA 
PRODUCTION HAS NOT BEEN CLEARLY DEFINED AS YET. AL- 
THOUGH IT IS REQUIRED THAT NORTH SEA CRUDE NOW BE 
PHYSICALLY LANDED IN BRITAIN, HMG HAS NOT GONE BEYOND 
INDICATIVE "WEASEL WORD” STATEMENTS THAT "UP TO TWO- 
THIRDS" OF OFFSHORE PRODUCTION IS EXPECTED TO BE REFINED 
IN THE UNITED KINGDOM. AS A PRACTICAL MATTER, BRITISH 
OFFICIALS ARE AWARE THAT, EVEN 

WITHOUT THE CMNSTRUCTION OF ADDITIONAL CATALYTIC CRACK- 
ING CAPACITY, UK REFINERY CONFIGURATION CAN UTILIZE NO 
MORE THAN ABOUT 50 PERCENT NORTH SEA CRUDE, THE BALANC- 
ING BARRELS CMMING FROM HEAVY CRUDE IMPORTS OF MIDDLE 
EAST ORIGIN MOST LIKELY. ASSUMING ADDITIONAL CATALYTIC 
CRACKER CAPACITY, MAXIMUM OF TWO-THIRDS NORTH SEA CRUDE 
COULD BE DOMESTICALLY REFINED. IN EITHER CASE, END 
RESULT WOULD BE SELF-SUFFICIENCY FOR LIGHT PRODUCTS AND 
AN EXPORTABLE SURPLUS OF MIDDLE DISTILLATES AND HEAVY 
FUEL OIL. 

3. HMG OFFICIALS ARE PRIMARILY CONCERNED ABOUT POLITI- 
CAL AND COMMERCIAL CONSEQUENCES OF PERMITTING INDIVIDUAL 
COMPANIES TO EXPORT ALL OR MOST OF THEIR SHARE OF NORTH 
SEA PRODUCTION. IN THIS REGARD, BESIDES PREDICTABLE 
COMPLAINTS OF OIL COMPANIES INVOLVED, OFFICIALS ARE 
ALERT TO OBJEATIONS WHICH MIGHT BE POSED BY OTHER EC 
MEMBER STATES PURSUANT TO PROVISIONS OF ROME TREATY 
SHOULD BRITAIN ATTEMPT TO RESTRICT FREE MOVEMENT OF 
NORTH SEA OIL, 

SPIERS 
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